e relation between the real sector and financial markets needs to be adequately controlled to reduce the risk of all participants. e main objective of the Organization for Economic Cooperation and Development (OECD) is to ensure, through the Global Forum on Corporate Governance, the improvement of standards of corporate governance and, in particular, to ensure their application in developing countries and countries in transition, the development of entrepreneurial spirit, improved accounting, transparency, accountability and integrity in business. One of the major shortcomings of capital markets in transition countries is the lack of transparency, low efficiency in detecting financial irregularities and unexpected price fluctuations of stock prices, indicating that the integrity of the market is not built. e main areas of the research of IFC/MIGA are the development of entrepreneurship and the efficiency of private investment, as well as the development of suitable business environment. e intention is to integrate environment, corporate and social governance and to ensure that problems in corporate governance do not inhibit investment. ese goals are accomplished through various forms of political dialogue, convening of conferences on corporate governance and organization of round tables at the national and regional levels [3, p. 11] . ey can be applied in countries with "civil law" and "common law" legal tradition, at different levels of ownership concentration. Activities of international organization whose focus is to help corporate management in industry are reflected on policy segment. ese goals are achieved through the transfer of knowledge and by ensuring private sector project financing with good corporate governance, research and consulting. ey do not have a primary activity, strong competitiveness in the projects and ensuring the elements of corporate governance.
erefore, the supervisory role of the market depends on the size and sophistication of the local capital market. us, the risk of getting to know the local corporate governance imperfections (idiosyncratic risk) and their alliance with the cost of capital is an important foundation for a stable business environment of the domestic economy. Scenario in which privatization has as its aim the increase of social wealth, and not legislation that will provide an indirect route to reaching this goal, leads to property the and dilution of wealth. is topic is of great importance for the development of economic science in the field of financial markets in the Balkan region, which is characterized as a determinant of market transition.
FDI inflows within the Western Balkans countries observed from 1989 to 2000 amounted to 15 One of the main goals of this paper is to explore the main determinants that affect the inflow of FDI in the Western Balkans countries: first of all, the size of gross domestic product per capita (GDP), growth rate of gross domestic product, the share of trade in GDP and inflation rates. Accordingly, the aim of this study is to assess which of these variables have greater impact on FDI inflows into a country and identify the reasons as to why some variables have less influence in attracting FDI. e investment climate is not the same for every business in any one state. In order to advance the business environment, the opinion of international institutions is that it is necessary to create opportunities for both domestic and foreign institutions.
Investor protection is a priority for modern regulation of developed financial markets, including transition markets. In terms of transition, a special problem is the process of conversion of a company from the state or private structures or mono-ownership structures to open joint stock company. By a standard definition, an open joint stock company is obliged to report on its financial position, legal status and procedures as well as business, to report to narrower and the general public regulators [17, p. 123] and only regulated market is a framework for the financial indicators and results.
A necessary precondition for the proper functioning of corporate governance and capital market [15, 
p. 31] is
Finance a stable legal system in the country and development of institutions [13, p. 27] . erefore, the study of various aspects of corporate governance is in the initial stages of development, with no single international organization covering the area of corporate governance with a clear vision in all its segments. e transition conditions are necessary. In transition economies, the process of concentration of ownership is very dynamic due to the widespread distribution of property rights in the models of mass privatization. One of the causes of accelerated concentration is a low level of investor protection. Investor protection and protection of all external and internal shareholders and creditors from expropriation or impairment of standard rights of ownership is the problem which is present when there is external financing of business entities. Consequently, the low level of investor protection and dispersed and nonconcentrated ownership structure are mutually opposing structures. Reducing the level of investor protection, which normally happens in a crisis situation, causes rapid concentration of ownership and further endangers the external investors as to the concentration realized by the undervalued equity securities regime.
When it comes to improving capital markets and investor protection, the area of corporate governance is an unavoidable and essential need. e transition economies and developing economies do not have a lot of achievements in this area. e biggest problems of the market in transition and emerging markets relate to: instability, generally unstable economic conditions, liquidity, leaving the company with a listing and capital outflows, accounting standards and standards of the international comparative audit, inefficient political and legal environment, corruption (see Table 1 ) and lack of trust in the financial system [20, pp. 291-298] .
e instability of the ownership structure has the effect of market volatility, thus protecting shareholders' rights should further regulate and promote the development of legal standards, more transparent adoption of appropriate laws and harmonization with the European Union. Markets in most transition countries in the Balkan region are dominated by systems of corporate governance and financial systems which provide a lower legal protection to investors compared to the systems that provide the strongest protection. Identified weaknesses that are characteristic of most of the capital markets in transition countries can be, to a great extent, alleviated by passing laws in the area of development of capital markets and corporate governance.
For advancement of the business environment, it is necessary to create investment climate for everyone who has taken part in business life -domestic, foreign, bigger and smaller investors. Effective institutions reduce transaction costs. e idea of a company as a legal form comprising a set of contractual relations between individuals should be minimization of agency costs between shareholders and managers [8, p. 13] . Namely, the agent will be paid to use the funds (to limit the charges) if he guarantees that he will not take action that may be harmful to the principal. Principals (shareholders) are taking the risk, transferring the right to decide to an agent.
System of corporate governance in a country includes formal and informal rules of conduct, accepted practices and enforcement mechanisms, whether private or public [21, p. 97] , which with common interaction successfully control corporations ("corporate insiders") on the one hand, and all others who may invest, on the other.
However, many authors conclude that empirical findings depend on the selected research methodology. At the same time, they emphasize that the theory of corporate governance is underdeveloped. e process of harmonization of national legislation in the field of business [16] , is the process of creating legal norms Regime of foreign capital is an arranged set of rules.
In addition to shareholders' rights, equal treatment of shareholders, disclosure and transparency, within the framework of the OECD 2 principles of corporate governance, the information relating to the role of other persons with an interest in the work of the company as well as explanations of the duties of the management body play an important role. Control of the use and misuse of inside information is one of the most important means of protection of external investors. As the internal owners are the greatest beneficiaries of this type of information, the rules define users of privileged information. ese are mostly insiders by virtue of the ownership or on the basis of employment status and may be the mediators and regulators. e use and abuse of insider information relates to the exploitation of the benefits for the purchase or sale of securities, directly or through another person, as well as to the communication of privileged information or counseling, on that basis, to third parties in order for them to take advantage of the benefits for the purchase or sale securities. In the area of monitoring the reliability of operations (prudential control), one should adopt a directive on the winding-up of banks and insurance companies, on the treatment of "electronic money", improve the directive on money laundering and improve rules on the supervision of financial conglomerates. In this paper we analyzed the impact of variables on the net inflow of FDI (15) , such as GDP, growth rate of gross domestic product, the share of trade in GDP and inflation rate. We found that GDP and the share of trade in GDP had a significant effect on the net inflow of FDI in the Western Balkans, while the effect of GDP growth and inflation rate on FDI was insignificant or even negative. e positive effect of GDP per capita on the net inflow of FDI in the Western Balkans countries can be explained by the fact that these countries as a whole represent an important market in terms of size and future market potential. In the early 1990s and during the transition period, GDP per capita in the Western Balkans countries was low, but in the early 2000s there was a significant increase due to the inflows of FDI, which together with the process of transition and privatization played a critical role. ese processes did not take place in the same manner in all the countries (3, 4, 5). In particular, this process was delayed in Bosnia and Serbia. In the case of a share of trade in GDP, we found a significant effect of the given variable on the net inflow of FDI. First of all, this is a result of the policy of openness and liberalization of economies of those countries. In particular, this effect was enhanced at the moment when the majority of countries signed an agreement on accession and candidate status. Besides this, these countries became members of the trade agreements, such as CEFTA, EFTA, etc. All this resulted in increased inflow of FDI.
In our analysis, a high correlation between the observed variables within the initial value was not observed. It is generally known that a high correlation can lead to a problem of multicollinearity. is means that it is difficult to assess the correlation of one variable while the correlation of other variables is constant. All this leads to a less reliable conclusion. e problem of multicollinearity is present if two regression variables (or more) are linearly dependent or nearly linearly dependent (including variable x 0 =1, which generates a constant member). Much more common and serious is the problem of approximate multicollinearity or nearly linear dependence of regression variables, which exists if two or more regression variables are highly correlated. When the observed variables are highly correlated, it is difficult to separate their individual effects on the dependent variable. If the objective of forecasting is the future value of the dependent variable on the basis of the established regression model, multicollinearity problem is ignored, but in other cases, the problem is more rigorously approached. In the Table 2 we can see that a high correlation does not exist, and therefore conclusion can be more reliable. In our analysis, we started from H 0 hypothesis that these variables have negative impact on FDI inflows. Based on our panel analysis of the lowest squares, we found the following results based on four independent analyzed variables that affect the dependent variable FDI. Based on findings of p-values, we can present the probability that the estimated β = 0. We selected a level of significance in the range of β < 1%, β < 5% and β < 10%. Based on the observed p-values, we can conclude that GDP per capita has a value that is less than β < 1%, which means that it has a significant and positive impact on FDI inflows, and we rejected the null hypothesis (β ≠ 0). In the case of GDP growth or _GG, the p-value is 0.8711%, which represents a value above the chosen level of significance β < 5%, which means that it is insignificant or has no impact on FDI inflows. Based on the share of trade in GDP or _TRA, the p-value is 0.2093%, which means that it is significant, and that it has a positive impact on FDI in the Western Balkans. Finally, the rate of inflation _CPI is 0.6990%, which is above the rate of 5%, and presents the negative significance (see Table 3 ).
e data used in this research were taken from the database of the World Bank. We selected a sample of six Western Balkans countries. We analyzed the time period from 1994 to 2012. It is the period in which most of the Western Balkans countries were in a transition phase. In this analysis, a dependent variable is net FDI inflows, while independent variables are GDP per capita, GDP growth, the share of trade in GDP and the inflation rate. eir value is above the threshold of 5%. If the growth rate of gross domestic product is observed, a high value represents values that exceed the determined amount of 5%, which indicates that it is insignificant, and that it does not affect FDI inflow. is is explained by the fact that the observed countries in the analyzed period recorded most of the time the low rates of growth, which had a negative impact on FDI inflows. e rate of inflation or _CPI is also insignificant, indicating that inflation does Table 4 ), and it allows different amounts for each group (section), and dummy variables for each section. e usefulness of the fixed effects is reflected in the fact that certain disturbances in the inflow of FDI may occur in the observed period due to recessionary trends, so that without fixed effects a panel regression would not be able to explain a given phenomenon. In addition, the fixed effects includes omitted variables in certain countries, and increases the accuracy of the regression. On the other hand, the use of a random effects model has some advantages in terms of estimating the less data than a fixed model, providing further explanation of the variables.
In Table 5 , on the basis of the unit root test, the variables _GG, _CPI have a stable stationarity. In case of _TRA, FDI and GDP, a significant unsteadiness is noticed. On the basis of the observed p-values, i.e. on the basis of the observed value β < 1%, it is noticed that _GG and _ CPI variables have a lower value, which means that we can reject the null hypothesis that they are significant. In the case of β = 1, then it is a perfect autocorrelation. However, if we assume that the p-value is β < 5%, then we can say for variables _TRA and FDI that they are significant. Finally, in the case of GDP p-value being above 5%, it indicates that it is insignificant. A er we make the correction of data based on non-stationary distribution of the t-statistic, the conclusion will be reliable. In addition, there are other problems that can lead to inconsistent conclusions.
In our analysis, we applied the LSDV or fixed model and the random model. Fixed or LSDV model allows heterogeneity and individual differences between countries. Based on the fixed effect or LSDV, we can conclude that the observed variable GDP has low p-values that are less than 1% and 5%, which means that we reject the null hypothesis and consider it as not significant (see Table 6 ).
is means that there is a strong connection between FDI inflows and GDP in the Western Balkans countries. Higher GDP per capita can be a sign of a larger market and the improvement of the business climate. Equally, in the case that _TRA or the trade share of GDP p-value is less than 5% of the eligible amount, it means that we reject the null hypothesis and we consider that the given variable is significant. e main reason why the share of trade in GDP is significant has been explained by the increased openness in terms of imports and exports of selected countries and their presence in a number of trade and customs agreements, such as the EU, CEFTA, EFTA, etc. Regarding the growth rate of gross domestic product or _GG and inflation rate _ CPI, we can say that they are insignificant, or that they do not have a significant impact on FDI inflows. eir value is above the threshold of 5%. If a high value of the growth rate of gross domestic product that exceeds the determined amount of 5% was observed, which indicates that it is insignificant, it means that it does not affect the inflow of FDI. is is explained by the fact that the observed countries in the analyzed period had for the most part a low rate of growth, which had a negative impact on FDI inflows. e rate of inflation or _CPI is also insignificant, indicating Finance that inflation does not affect the net inflow of FDI. is statement is identical to the previously conducted research.
On the basis of the Hausman test, we got a high statistical and low p-values of 0.0192%, which is less than 5% and we rejected the null hypothesis. Based on this information, we decided to use a fixed effect model, because we believe that it is better for assessment of the analyzed phenomenon (see Table 7 ). e market for corporate control requires more or less organized market or, in the narrow sense, that it is characterized by efficiency [5, pp. 13-18] and transparency [9, pp. 650-655]. e financial market [23, p. 264] can be seen in a broad and a narrow sense. In a broader sense, it implies any market place where financial transactions are performed; in a narrow sense, it can be characterized as an organized market in which financial assets are traded.
Investor protection is defined as the first priority and as being above the national rules of the regulation (IOSCO) 3 [4, p. 11]. e level of investor protection and the financial market development are closely linked, which means that the development of regulatory institutions determines the level of protection, which is increased a er every crisis faced by external owners. A significant impulse for trading on organized markets is a fiscal treatment of securities. Previous solutions on the markets in the Balkan region created the fiscal environment which can be considered reasonable, including comparison with successful emerging markets, whereby the same status is given to domestic and foreign investors. Positive and high dependence degree of ownership dispersion (see Figure 1 ) and the level of investor protection are present in all transition economies.
Timely and accurate information disclosure of all material facts relating to the company's operations, including issues relating to financial situation, performance, ownership structure and the management of the company [2, ey do not have a primary activity in the projects and in ensuring the elements of corporate governance.
erefore, the study of various aspects of corporate governance is in the initial stages of development, with no single international organization covering the area of corporate governance with a clear vision in all its segments. e current extremely difficult economic conditions, the global economic and financial crisis, financial illiquidity, declines in economic activity and consequent decrease in the collection of value added tax and other public revenues have severely affected the regular functioning of the public sector. erefore, it is necessary to intensify the efforts aimed at introduction of the institution of internal audit in the public sector in order to ensure rigorous control of public spending and streamlining of the public administration, thus contributing to a faster reduction of the budget deficit. Preserving the integrity of the market is imperative for all participants, institutions, capital markets, economy, various occupations and professions.
During the transition period, GDP per capita in the Western Balkans countries was low, but in the early 2000s there was a significant increase due to the inflow of FDI, which together with the process of transition and privatization played a critical role. ese processes are not taking place equally well in all countries (3, 4, 5). In particular, this process is delayed in Bosnia and Serbia [24, p. 61]. First of all, this is the result of a policy of openness and liberalization of economies of those countries. In particular, this effect was enhanced at the moment when the majority of countries signed an agreement on accession and candidate status. Besides this, these countries became members of the trade agreements, such as CEFTA, EFTA, etc. All this resulted in increased inflow of FDI.
